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though all other figures for profits and other
capital items were the same.
A very interesting discussion on the returnon-capital ratio when used as an instrument
in employee incentive plans is presented by
Albert J. Bows3 in an article in the Atlanta
Economic Review. Incentive pay formulas
may be developed which take into consid
eration the capital requirements. When a
company pays its employees a bonus related
to profits, the profits are ordinarily those of
a particular division without considering the
capital invested in that part of the business.
In this case, management of a division may
not mind accumulating large inventories (or
tie up capital excessively in some other man
ner) if it will aid sales or production. Under
the usual methods of determining bonus pay

ments, members of a division would not be
penalized for stock piling of inventories or
excessive use of capital. However, if the profit
figure which is to be used for the determina
tion of the bonus is reduced by a charge for
capital used in the division, then division
managers will conceivably not ask for ad
ditional investment unless they are sure they
can improve their return-on-capital picture
with such investment.
Conclusions

In summary, the return-on-capital ratio has
many interpretations, methods of computation,
and uses. No one method is said to be the
correct method of computing the ratio but
any procedure employed should be used with
an understanding of its merits and weak
nesses. Above all, consider that the return-on
capital ratio as an indicator only to be used
with all other relevant data to give the best
understanding possible of the situation.

3Albert J. Bows, “Improving Return on Invest
ment in Your Business,” Atlanta Economic Re
view, Georgia State College of Business Adminis
tration, p. 14-17.

“CHOOSING ACCOUNTING PRACTICES FOR REPORTING TO
MANAGEMENT”—SUBJECT FOR ESSAY CONTEST
by authoritative regulation, urged by pro
nouncements made by organizations of ac
countants, determined by research to find
which practices are most effective for a given
purpose, or chosen at discretion of each com
pany’s management.
Essays will be reviewed by the NAA com
mittee on research planning and that commit
tee will select a maximum of three papers
which, in the opinion of the committee, merit
special recognition. Authors of these papers
will receive distinctive certificates and their
papers, together with other meritorious essays,
will be published. Essays must be received by
May 1, 1962 at NAA National Headquarters,
505 Park Avenue, New York 22, N. Y.
Objectives of the awards are to stimulate
original thinking and to improve the under
standing of management accounting. Case
studies will not qualify for awards, although
evidence from current practice may be used
to support conclusions drawn.

The National Association of Accountants has
announced special recognition awards offered
for research essays written on the topic
CHOOSING ACCOUNTING PRACTICES
FOR REPORTING TO MANAGEMENT. All
persons interested are invited to submit papers.
In describing the subject on which essays
must be written, the Association’s committee
on research planning suggests that considera
tion be given to the kinds of accounting data
relevant to management’s needs and the ex
tent to which these data differ from or are
like data required by other users of accounting
reports. Essays may examine the usefulness in
management accounting of generally accepted
accounting principles, requirements established
by regulatory and tax authorities, uniform in
dustry systems, and company standard prac
tices. Other questions relate to responsibility
for deciding what management accounting
practices should be accepted as standard. In
this area writers may ask whether management
accounting procedures should be prescribed
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